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ORGANIZATIONS AND THE ENVIRONMENT: 
BEHAVIORAL EFFECT ON ACCOUNTING
Dr. Clark E. Chastain 5
“Society and business are moving toward general accep­
tance of the philosophy that costs of conserving the en­
vironment are private production costs of the organization; 
the traditional view that they are social public costs is 
becoming obsolete.”
ACCOUNTING FOR PHYSICIANS
Marleen D. Bennett 9
“The trend among physicians ... is toward a more careful 
observation of cash flows and the preparation of budgets.”
CONSTRUCTION ACCOUNTING
Mary Jane Branick 11
“In the construction industry one speaks of buying money 
and eating the costs. These transactions go into a journal 
as debits and credits and come out as profits or losses.”
EDITOR'S NOTES
With permission from our Reviews Editor 
we should like to call our readers’ attention to 
a fascinating new book: Unaccountable Ac­
counting, by Abraham J. Briloff (Harper & 
Row, New York, 1972, $9.50).
Professor Briloff is an accountant himself and 
teaches at the City University of New York. 
He is well known for his many critical articles 
on accounting and the accounting profession, 
so well known, in fact, that some homebuild­
ing stocks dropped several points on the Stock 
Exchanges when a rumor was circulated that 
he was about to publish a report on their 
accounting methods, an event he describes in 
his book.
He lives up to his reputation and again takes 
the accounting profession to task. But he does 
it in a most entertaining way. His chapters 
have such fascinating titles as “Alice in GAAP 
Land,” “Dirty Pooling and Polluted Purchase,” 
“The APB and the "P” in the Pool” (shades of 
the princess who couldn’t sleep on the pea), 
and “Is There a Termite in the House?” The 
subtitles are equally clever; from “Litton’s 
Very Stained-Glass Windows” to “The ‘Catch- 
22’s’ in 16 and 17” (APB Opinions, that is) 
he never loses his sense of humor while point­
ing out some rather disturbing aspects of 
financial statements.
Briloff’s major emphasis is on companies 
like Penn Central, Litton, Leasco, etc., who 
made the headlines in the recent past. He col­
lected their financial statements, SEC Com­
plaints, corporate news releases, and articles 
in the financial press and then applied his 
own personal magnifying glass to all that in­
formation. When he puts all of what he found 
together, he draws some interesting—and some­
times disturbing—conclusions.
Besides being a scholarly tour de force, 
Briloff’s book is also proof that accounting and 
humor are not mutually exclusive.
In This Issue
Classical economists viewed certain goods, 
like air and water, as “free” goods. Today we 
cannot accept that view any more when we 
try to calculate the cost of cleaning up the air 
of our cities and the waters in our rivers and 
off our shores. In computing this cost ac­
countants should play an important role, but 
they cannot answer the question as to who 
should pay the bill: stockholders in decreased 
profits, customers in higher prices, the public 
in higher taxes, or a combination of all three. 
One of our authors in this issue, Dr. Clark E. 
Chastain, assumes that at least some of this 
cost will have to be absorbed by the private 
sector. In his article “Organizations and the 
Environment: Behavioral Effect on Account­
ing” he discusses the interaction between 
society’s needs for information on environmen­
tal pollution and the cost of remedial action 
and the accountant’s response to that need.
The special problems found in accounting 
for some specialized activities are discussed and 
explained in the other two articles in the 
issue. Marleen D. Bennett describes “Account­
ing for Physicians,” placing special emphasis 
on the need for good internal control. And 
Mary Jane Branick acquaints us with “Con­
struction Accounting,” its terms, its financing 
methods, and its special problems in this highly 
competitive industry. Ms. Bennett and Ms. 
Branick are both members of the Everett Chap­
ter of the American Society of Women Ac­
countants. It looks as if their chapter is again 
a serious contender for a top spot in the ASWA 
Award competition.
Wanted: Women Accountants
Since THE WOMAN CPA is the only ac­
counting journal with a predominantly female 
audience, it is only logical that we should make 
our publication available to employers who 
are eager to find qualified women accountants. 
We are therefore very happy to publish our 
first “Help Wanted” advertisement and hope 
that many others will follow.
Thought for April 15:
“Taxes are what we pay for civilized society.”
Compania de Tabacos v. Collector 
275 US 87, 100(1904)
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ORGANIZATIONS AND THE ENVIRONMENT:
BEHAVIORAL EFFECT ON ACCOUNTING
The author examines the effect on accounting and accountants of the changing 
public attitude towards preserving the environment.
Dr. Clark E. Chastain
Flint, Michigan
The behavioral relationship between ac­
counting development and social demands is 
illustrated most clearly today by the attention 
given to controlling the environmental effects 
of organizations.1 The current change in be­
havior and attitude on the part of business 
management toward social responsibility is 
significant. In the past, maintaining the envi­
ronment at a desired social level has been con­
sidered a public cost, not a private one. This 
philosophy is changing—because of government 
regulation, changing values held by the public 
in general, and, in part, voluntary effort by 
firms. Two authors have urged that pollution 
control costs should be reported in the financial 
statements of organizations because of social 
cost conversion:
Accounting as an organized profession has 
the responsibility to transcend the internal 
viewpoint of a private firm and to develop 
information which portrays a private firm’s 
role in and contribution to society. Ac­
counting information should lead to deci­
sions that result in the efficient utilization 
of resources, the conservation of the envi­
ronment and the equitable allocation of 
business income.2
The spread of interest in improving and 
maintaining the environment is widening the 
audience for accounting information. Direct 
users of financial statements—management, sup­
pliers, taxing authorities, employees, and cus­
tomers—need financial data on environmental 
problems to understand and evaluate the re­
ported information. Indirect users who often 
require environmental effects data from orga­
nizations include financial analysts, stock ex­
changes, lawyers, regulatory authorities, 
financial reporting agencies, trade associations, 
and labor unions.
Almost every social segment or group in 
society is asking for ecological information. 
The audience includes schools, churches, social 
and charitable organizations, housewives, 
minority and disadvantaged groups, politicians, 
students, environmental control officials, and 
others. Some of the information needs in­
clude:3
a. The firm’s choice of television shows and 
reasons for its sponsorship
b. Pollution control programs and expense 
c. Smog prevention programs and expense 
d. Water purification research costs
e. Cost of programs oriented to the disad­
vantaged
f. Cost of developing antipollution devices 
g. Expenses of employee education
h. The firm’s pollution emissions and its 
control program
i. Violations of pollution laws
Clark E. Chastain, Ph.D., is Assistant Professor in the Department of Business Administration 
of The University of Michigan-Flint. He received his B.S.B.A. and M.B.A. degrees from the 
University of Arkansas and his Ph.D. degree from The University of Michigan.
Dr. Chastain has contributed publications to The Accounting Review, The Journal of Ac­
countancy, Management Accounting, and the United Nations' impact of Science on Society. 
His latest book is Accounting and Behavioral Science.
He is currently serving on the Committee on Environmental Effects of Organization Be­
havior of the American Accounting Association.
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Needs for Environmental Effects 
Information
Stockholders and potential investors require 
information on pollution, compliance require­
ments, and abatement so that they may make 
comparisons among organizations and indus­
tries. Environmental control officers at all 
government levels—community, municipal, 
county, state, and federal—have specific needs 
for information on environmental effects. Cred­
itors, including bankers, are vitally interested 
in environmental information which may affect 
the organization’s liquidity or its ability to 
service and repay debt.
The pressures that are being placed by 
investors on organizations for social improve­
ment and for accounting to disclose this in­
formation are evident from a quotation of the 
Dreyfus Fund:
The Management of the Fund believes that 
investment by the private sector can be­
come a positive force to encourage social 
progress in America. The Fund will invest 
in companies which, in the opinion of the 
Fund’s Management, not only meet tra­
ditional investment standards, but also 
show evidence in the conduct of their busi­
ness, relative to other companies in the 
same industry or industries, of contributing 
to the enhancement of the quality of life 
in America as the nation approaches the 
Third Century of its existence.4
The needs of other statement users for in­
formation on environmental effects are similar 
to the needs of investors. Regulatory agencies 
and officers need such information as a reflec­
tion of the status of statutory compliance and 
an indication of the related economic costs. 
There is a need for complete disclosure of 
pollution data so that financial statements will 
be comparable between firms and industries. 
Some companies are controlling pollution at 
the legally required and acceptable level or 
even higher, while other firms are largely ig­
noring current requirements. In addition, some 
firms and some industries pollute the environ­
ment much more than others. Thus financial 
data vary by organization, by industry, and by 
location.
Unfortunately, traditional reporting which is 
largely exclusive of complete environmental 
effects information often shows the firm which 
is most polluting and exploiting its environ­
ment as most successful. Such a firm may have 
a minimal or no pollution abatement program. 
The firm which is conscientious in its pollution 
abatement programs may show lower net in­
come, lower working capital, and other finan­
cial results which make it appear less successful 
by contrast.
Significance of Environmental Effects 
Information
The social costs of preserving the environ­
ment are important and increasing. Goldman 
estimates that the annual operating costs alone 
of pollution control will run from 1 to 2 per 
cent of gross national product and 10 per cent 
of total expenditures for some companies.5
Another observer estimated that pollution 
control expenditures by industrial firms would 
run from 3 to 5 per cent of total capital invest­
ment of $70 billion, or up to a maximum of 
$3.5 billion, in 1971.6 For 1972-76, capital 
spending on abatement of pollution of air and 
water is expected to run close to $20 billion.7 
For the steel industry, spending for pollution 
control has been reported to run as high as 
25 per cent of total capital investment.8
These data indicate the relative importance 
and size of expeditures on environmental con­
trol; there is a strong need for their disclosure 
in financial statements.
Impact on Accounting
The recognition of environmental financial 
data is affecting all areas of accounting. Uni­
form financial reporting requires that complete 
accrual accounting for assets, costs, expenses, 
and liabilities be adopted.9
There are several reasons why independent 
public accountants are under pressure to ex­
tend their audit programs and procedures and 
to attest to environmental information. One, 
society and business are moving toward general 
acceptance of the philosophy that costs of con­
serving the environment are private production 
costs of the organization; the traditional view 
that they are social public costs is becoming 
obsolete. Two, accounting has evolved to its 
present status as a profession because it has 
met the need to measure and communicate 
financial information to society. In order to 
continue receiving professional endorsement 
from society accounting must communicate 
information on ecology to interested parties. 
Three, legal requirements regarding pollution 
compliance cover areas of prime importance to 
the financial statements. It is probable that 
within a short time reporting of environmental 
information will be part of generally accepted 
auditing procedures and accounting practices.
Public accountants, in their management 
services and advisory role in businesses, have 
new challenges for helping management cope 
with accounting and financial problems—espe­
cially internal and regulatory—which arise from 
environmental standards. Among needed ser­
vices are: (1) consultation on compliance with 
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environmental standards, design of environ­
mental information systems, cost and operation 
analyses of different methods of pollution 
abatement, cost and expense projections for 
alternative abatement programs, projections 
about the effects on pricing decisions, prepara­
tion of data for interim and long-term financ­
ing, and pro-forma statements; (2) forecasts 
and budgets which include pollution outlays, 
expenses, and cash flow; and (3) the presenta­
tion of expert testimony to environmental con­
trol officials and for cases in litigation.
The solution of environmental problems 
requires the help of all professional disciplines. 
Organizations need the multi-faceted skills, 
experience, and background of accountants in 
management services to cope with the current 
complex problems in environmental control. 
Society is demanding ever more urgently that 
accountants share their contribution with other 
professional disciplines in order to solve other 
difficult and social and economic problems as 
well. Commenting recently on the issue, Elmer 
B. Staats observed that accountants will need 
to work with “scientists, computer analysts, 
engineers, medical practitioners, systems ana­
lysts, mathematicians, economists, sociologists, 
statisticians, actuaries, and the like” in the 
70s.10
Managerial accountants are concerned with 
many of the problems already referred to, 
especially those relating to the preparation of 
the financial statements and various studies 
and costs dealing with environmental control. 
Environmental costs which formerly were 
social costs must be incorporated in actual 
product costs, standard costs, budgets, and 
forecasts, and they must be considered in cost 
studies for new plant locations.
Accountants must be able to determine the 
costs involved in achieving various levels of 
environmental compliance, especially the re­
quired level, and to compute these costs for 
different technical methods of complying. Con­
trol costs must be determined for various 
possible levels of cost-profit-volume. Costs 
associated with irresponsible managerial action 
or noncompliance—penalties, fines, property 
damage, litigation, shutdowns, and excessive 
production costs—should probably be ac­
counted for as losses and not as production 
costs.
Current and Future Status of Reporting
Most companies are currently reporting 
descriptive data on environmental effects, but 
almost all of them include the information in 
the president’s letter to stockholders or in the 
body of the annual report. A very small minor­
ity discloses such information separately in 
the financial statements or in the footnotes and 
supplementary data to the statements.11 Con­
sequently the independent certified public ac­
countant is not attesting to the data in most 
reports.
In those cases where the information is dis­
closed in the financial statements, most dis­
closures are of contingent liabilities related to 
complying with regulatory environmental stan­
dards, and very few are made separately or 
formally. For example, the International Paper 
Company in 1970 reported earnings before 
extraordinary items of $82.5 million and then 
deducted an extraordinary item of $39.6 mil­
lion (net of applicable income tax). This 
extraordinary item was in part for losses on the 
expected abandonment of facilities which 
management believed could not be brought up 
economically to environmental standards.
A significant shift toward reporting environ­
mental data in the financial statements is ex­
pected. The Securities and Exchange Commis­
sion now requires disclosure of environmental 
information which “may necessitate significant 
capital outlays, may materially effect the earn­
ing power of the business, or cause material 
changes in registrant’s business done or in­
tended to be done.”12 There also appears to be 
strong pressure from users for full and separate 
disclosure of such data as well as for other 
predictive information. These pressures will 
bring about significant changes in the current 
reporting model used in financial accounting.
Extension of the Accounting Model
Society is having a strong behavioral effect 
on organizations through the enactment of en­
vironmental standards. Costly efforts to main­
tain the environment, which were once left to 
social, community, or governmental units or 
were ignored completely, are becoming private 
production costs of organizations. Approval of 
this development has been voiced by President 
Nixon: “To the extent possible, the price of 
goods should be made to include the cost of 
producing and disposing of them without 
damaging the environment.”13 Society is plac­
ing pressure on organizations through allocat­
ing its investment resources to those which 
are socially conscious and committed to im­
proving the quality of life, and users of finan­
cial statements want to obtain information 
which improves their prediction of the success 
of a firm. Today some investors rank social 
awareness along with economic achievement 
as a major standard of a firm’s performance.
The social data being demanded include 
descriptive information and, where appropri­
ate, quantitative disclosure of the firm’s efforts 
in environmental control, desirable use of 
natural resources, health and safety of indus­
trial employees, protection of the consumer,
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quality, and the lack ofupgrading of product 
discrimination among all groups in employ­
ment. This new emphasis on an organization’s 
activities to improve the quality of life leads 
to measurement and disclosure problems which 
will probably fall to the accountant and will 
probably also require an extension of the cur­
rent reporting model.
Corcoran and Leininger have proposed that 
the extended model include an “Environmental 
Exchange Report,”14 a statement which would 
include input and output data on the human, 
physical, and financial resources which the 
firm used for and committed to improving en­
vironmental quality. Human resource data 
would include provisions for health, welfare, 
safety, and the meeting of individual goals in 
the organization. Physical resources would be 
listed by inputs and exchange outputs, includ­
ing air, water, and raw materials, and the 
description of the physical products marketed 
would include their effect on the environment. 
Environmental factors would be described in 
significant detail under their plan. The ex­
change of financial resources for environmental 
purposes could be incorporated in the state­
ment of Changes in Financial Position (Funds 
Statement) but separately disclosed.
Conclusion
Many questions arise regarding the extension 
of the present accounting model. What will be 
its scope in disclosing prospective data? Will a 
separate statement evolve for environmental 
resources and activities or will present state­
ments be changed to afford broader disclosure 
of resources and commitment to the overall 
improvement of society or of the quality of 
life? How much of this will the accountant be 
responsible for, and will the independent 
auditor attest to some or all of these evolving 
items?
Society’s pressures on organizations to im­
prove the quality of life and to communicate 
related efforts to statement users place the 
behavioral relationship between society and 
accounting under stress today. The stress is 
strong enough to change the relationship, af­
fecting the activities of accounting today and 
influencing its future direction as well.
It seems most likely that the accounting 
profession will handle these new demands 
adequately by extending its services and its 
traditional model of communication. As a result 
accounting itself will progress through further 
significant development.
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ACCOUNTING FOR PHYSICIANS
The author points out the need for a good internal control system and makes practical 
suggestions for its attainment.
Marleen D. Bennett
Marysville, Washington
By heritage and training physicians, whether 
they are specialists or general practitioners, do 
not look upon their practices as businesses. 
Their motives are guided by humanitarian 
reasons and the fundamentals of business prac­
tice are sometimes overlooked in the everyday 
care of their patients.
The trend among physicians, however, is 
toward a more careful observation of cash 
flows and the preparation of budgets. They are 
also increasingly concerned with business in­
vestments which will provide some measure of 
security for themselves and their families and 
insure the education of their children and, 
eventually, retirement income. Physicians are 
also becoming aware of the increasing expenses 
of a medical practice.
Physicians may practice as sole proprietors, 
as partners, or as members of a corporation. 
Generally, they report on a cash basis and use 
the calendar year as their taxable year. The 
general ledger format follows Schedule C of 
the U.S. Individual Tax Return.
This paper will discuss the four major prob­
lem areas in accounting for physicians: control 
of cash, control of accounts receivable, division 
of income among owners, and adequate finan­
cial planning for the future.
Control of Cash
When examining this first area it is necessary 
to understand the receipt, acknowledgement 
and disbursement of cash. In most offices the 
accountant is often the bookkeeper, recep­
tionist, secretary and office nurse. Proper 
segregation of receiving and accounting for 
cash received are usually not possible. It is 
therefore imperative that a numerically con­
trolled system of cash receipts be in use. Re­
ceipts may be in the form of cash paid by 
patients to the accountant or the physician or 
checks received by mail. The opportunity for 
misappropriation of cash receipts is great. 
Many well-meaning people, especially older 
people, prefer to pay their bills in cash, creat­
ing thereby an excellent opportunity for “lost” 
funds if a numerically controlled cash receipt 
system is not employed.
Control of Accounts Receivable
This area may be called the most important 
one because accounts receivable are the major 
source of cash for most physicians and because 
they may be used in the determination of in­
come. Partnership profit allocations and volume 
of business figures are often based on figures 
from the accounts receivable.
Some of the points to be considered in 
setting up and maintaining a workable system 
of accounting for receivables are:
1. An adequate system of identifying each 
patient, including the following information:
a. full name, first, last and middle initial
b. current address and, if visiting, per­
manent home address
c. local telephone number and office 
telephone number (for emergencies)
d. social security number and person 
responsible for the bill, i.e. parent 
if a child, local welfare agency, etc.
e. type of insurance coverage for this 
particular illness along with appli­
cable identification numbers, billing 
forms, etc
Marleen D. Bennett is a staff accountant with Sigler, Preston & Jensen, Certified Public 
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2. Registration of patients as they enter the 
office, preferably using numerically controlled 
slips which later become invoices,
3. Provision for the recording of clear, 
accurate and segregated charges for services 
performed including
a. date of service
b. type of service, i.e. office visit, blood 
test, etc.
c. name of the person service is rendered 
to
d. proper identification of each service 
to its prospective insuror.
A good statement of services is the key aid 
in procuring fast recovery of income either 
from the patient or the insurance company. 
A good system can decrease the collection 
period almost 50% and will serve to keep the 
past-due receivables to a minimum. Poorly 
handled receivables can eventually lead to 
serious cash flow difficulties.
In evaluating the personnel to handle re­
ceivables these questions should be asked:
1. Is the billing clerk fully knowledgeable 
in the preparation of the necessary billing 
forms? Are the billings getting to their proper 
destinations by the designated dates? Are the 
receivables billed at regular intervals? What 
is the percentage of bills returned due to 
incorrect addresses? If a bill for one patient is 
to be divided between two insurors, are both 
being billed and is proper control kept over 
cash received from both parties?
2. Are all receipts posted to the proper 
accounts? Are all missing receipts accounted 
for in an orderly fashion? Is a control kept 
over the total receivables?
3. Finally, does the billing clerk under­
stand the nature of aging accounts? And is 
there a follow-up procedure for all bad debts?
Division of Income Among Owners
Difficulties in this area can be minimized if 
the division of income is carefully described 
in the partnership agreement or the employ­
ment contract. Some of the more common 
methods of income distribution are:
1. Seniority—the oldest and best established 
members are allowed a greater percentage of 
income.
2. Productivity—income is distributed on 
the basis of the dollar amount of services 
rendered or by the number of patients seen 
by each member of the group.
3. Straight salary method.
4. Combination method whereby each part­
ner is allotted a salary each month and is also 
given a percentage of the income after the 
salaries have been deducted. This percentage 
can be calculated by using either of the first 
two methods.
5. Straight salaries plus dividends if the 
physicians are practicing as a corporation.
It is equally important that the accounting 
methods used in determining distributable in­
come are included in the agreement among the 
owners. Of obvious importance are the method 
of valuing inventories of drugs and supplies, 
depreciation policies for furniture and equip­
ment, handling of prepaid and accrued ex­
penses and of receivables and payables, and 
the basis of estimating bad debts.
Adequate Financial Planning for the 
Future
This area has its own special problems. The 
popular Keough Plan is one method of pro­
viding for retirement income for physicians 
and their employees at a good tax saving. In 
addition, the accountant can be of great help 
to the physician by observing several points.
The first is a comparison of business done 
each month with the corresponding month in 
previous years. Seasonal fluctuations take place 
in a physician’s practice, but each month’s in­
come should be comparable to that of the same 
month in previous years. A conspicuous devi­
ation should alert the accountant to trouble 
areas.
Another point to remember is that the 
amount of receivables for one month affects 
the estimated cash receipts for subsequent 
months. For instance, if past experience indi­
cates that 80% of one month’s billings are col­
lected within three months and if the January 
billings amount to $10,000, then it is reason­
able to expect that $8,000 will be received in 
cash within the next three months. If only 
$4,000 are recorded as received, the accoun­
tant should investigate whether this change is 
due to improper office procedures which are 
slowing down the collection process or to a 
misappropriation of funds.
The accountant should also prepare statistics 
to determine the relative profit contributions of 
office visits, tests, x-rays, etc. Such an analysis 
may show that it would be more profitable to 
employ a technician than to sublet x-rays and 
laboratory tests to an independent laboratory.
Conclusion
With the ever-increasing controls placed on 
physicians by the government and with the 
growing public concern over rising medical 
costs, physicians will be called upon to employ 
accurate financial practices to insure the prof­
itability of their practices and to preserve the 




In discussing this special area in accounting the author explains many terms peculiar 
to the construction industry.
Mary Jane Branick 
Everett, Washington
Once upon a time, when the world was 
larger than it is now, an Englishman was hav­
ing car trouble while motoring through the 
southern part of the United States. Driving into 
a garage in a very small town he said to the 
mechanic, “Will you please look under the bon­
net? I believe something’s gone wrong with the 
strangler.” The garageman, at a loss to under­
stand but not wishing to appear ignorant, 
asked the motorist to describe his difficulty. 
When the customer complied the mechanic 
said, “I’ll just lift the hood and take a look at 
the choke.” “That,” replied the car owner, “is 
precisely what I requested you to do.”
This story illustrates the difference between 
accounting for a construction firm and some 
other business. The terms are different, but the 
mechanics are the same. In the construction 
industry one speaks of buying money and eat­
ing the costs. These transactions go into a 
journal as debits and credits and come out as 
profits or losses. A construction firm is perhaps 
most like a manufacturing company in its ac­
counting: it has inventories of raw materials, 
work in process, and finished products. To sur­
vive it must be extremely cost conscious.
There are several methods of operating and 
financing a construction company depending 
on the product, the customer, and the area of 
operation. These different methods are by no 
means mutually exclusive. Quite the contrary 
is true.
Home Building
This area is explored first as this is something 
to which everyone can relate. In addition, 
much has been written in the news media re­
cently concerning the quality of certain home 
construction.
Houses vary a great deal—in design, in 
quality, in price, and in the way they are 
financed. Design is mostly a matter of custo­
mer choice and quality is mostly a matter of 
contractor choice. The intriguing facets of this 
business are pricing and financing: financing 
for the builder and for the customer, as they 
are often tied in together. In this connection 
contractors speak of speculative houses, pre­
sales, and custom homes.
Speculative Houses and Pre-Sales
Speculative houses are those which are first 
built, then sold. The builder buys a lot or a 
group of lots—sometimes a whole subdivision— 
and builds. He obtains money to build with by 
arranging with his bank or mortgage company 
for construction loans. He draws money as he 
needs it to pay for labor and materials. A real 
estate firm sells the houses, and an escrow 
company closes the sale, sending a closing 
statement showing selling price, sales costs, 
loan costs, and balance. A check for this bal­
ance accompanies the statement.
A pre-sale is handled exactly the same way, 
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except the house is sold before it is built. Some­
times a house is begun for speculation and 
is sold before completion. It is then a pre-sale, 
and pre-sales can save the builder some con­
struction loan interest as this interest runs 
until the date of closing.
If these sales are to buyers who have the 
sales price in cash, are able to obtain a con­
ventional mortgage, or can otherwise arrange 
their own financing and if the builder has 
priced the houses realistically, he should make 
a fair profit. However, there are many people 
who want homes but do not have the necessary 
cash for a cash sale or the down payment 
needed for a conventional mortgage. These 
people may apply for a government-insured 
home loan—Federal Housing Authority (FHA), 
Farm Home, or Veterans Administration (VA).
Most builders today build their “spec” 
houses to FHA specifications in case they have 
to sell them that way. This means the builder 
cannot set his own selling price. He must sub­
mit his plans to FHA for appraisal. The basic 
house is appraised and also each item which 
can be added—shake roof, fireplace, etc. The 
appraisal costs $50. It is returned to the builder 
and charged to the customer at closing. If the 
house is not sold within thirty days after the 
final FHA inspection, it must be reappraised 
when it is sold. The second $50 is not refund­
able. A house the builder has priced at $23,750 
may be appraised by FHA at $21,500. This 
does not mean that the house is not worth 
$23,750. It means only that the government 
will guarantee the mortgage payments on a 
sale through FHA of $21,500 providing, of 
course, that the buyer is approved by FHA.
For low income families who need a home 
but cannot afford the monthly payments, the 
235 program is available under which FHA 
not only guarantees the mortgage, but also 
pays a portion of the interest, thereby reduc­
ing the buyer’s monthly payment. Since the 
interest portion of the payments is highest in 
the early years of a mortgage, this reduction 
often is half of the monthly payment. The 235 
homeowner’s income is reviewed periodically 
and the subsidy adjusted accordingly, so that 
as his income increases, he pays more until, 
hopefully, he is paying it all. Under this pro­
gram there is a ceiling on the price of the 
house, depending on its size, which in turn 
depends on the size of the buyer’s family. The 
$23,750 house which FHA has appraised at 
$21,500 would have a ceiling of $21,100.
A VA sale is a sale to a veteran, requires no 
down payment, and usually results in the seller 
paying all closing costs. A Farm Home sale is 
to someone who lives and works a specified 
number of miles outside the city limits. The 
appraisals are even lower because the custo­
mer is assumed to be dealing directly with the 
builder, so no real estate commission is con­
sidered.
It is obvious that a builder will not realize 
the same profit from a sale to a buyer who 
needs a government-insured loan as he will 
from a sale to a cash or conventional mortgage 
buyer, unless he can reduce his building or 
selling costs, or both. There are a number of 
ways he can do that.
He can, for instance, use inferior materials 
and workmanship. This is always a mistake, 
because his reputation will suffer, and he will 
be called back to make repairs which can cost 
as much as he originally saved.
Or he can choose a building site in an area 
where costs are lower. For example, in the 
city of Marysville, Washington, a water hook­
up is $240 and a sewer hookup is $100 plus 
2¢ per square foot of lot area. In a suburban 
area twenty miles south the same services cost 
$25 and $35, respectively.
The builder also has the choice of using his 
crew of workmen or hiring subcontractors. 
Sometimes one method is cheaper, sometimes 
another. At times a combination method is the 
most advantageous.
He can also shop around for the best deal 
on materials. This is so obvious that it hardly 
seems necessary to mention it. But contractors 
can get so accustomed to dealing with the same 
people all the time that they forget to compare 
prices. The more depressed the economy, the 
more important it is to comparison shop. This 
is the time when the builder needs a cost cut, 
and this is also the time when vendors and 
subcontractors are most competitive.
Finally, the builder can sell his own houses 
and avoid paying real estate commissions. 
Many small builders do this. But if they have 
several houses to sell or lack the time to sell 
them, they may be forced to embark on an 
advertising campaign, hire a salesman, or both. 
As a result this method may cause losses, rather 
than savings, especially if it takes very long to 
sell the houses because the interest on the con­
struction loans goes on until the date of closing.
Custom Homes
The custom home is priced and financed 
quite differently and can be much more profit­
able. In this situation the buyer owns the lot 
and seeks a contractor to build a house on the 
site. He may choose one of the builder’s plans 
with a few changes. More often he employs an 
architect to design the house. The architect 
then becomes the buyer’s agent in selecting the 
contractor and dealing with him.
It usually takes about ninety days to com­
plete a house. At the end of thirty days the 
builder needs to pay for materials and labor
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used to date. He makes up a draw sheet show­
ing that the house is one third complete. He 
submits it to the architect who inspects the job 
to verify that the draw sheet reflects the true 
status of the work. The architect then signs a 
payment authorization which he sends to the 
customer’s lending institution. Here arrange­
ments have previously been made to issue the 
contractor a check for one third of the contract 
amount.
At this point a sale may be entered in the 
construction company’s books showing costs 
and profit to date. Or, the draw may be entered 
in a liability account and the costs left in Work 
in Progress until the job is finished and the last 
draw received. The sale is recorded at that 
time.
Commercial Construction
On rare occasions a contractor will be asked 
to build a commercial building for someone 
who is willing to pay on the basis of time and 
material, or cost plus. This is the ideal way to 
operate because the builder is guaranteed all 
costs and expenses plus a profit.
For the most part, however, commercial 
construction is put out for bids. Those wishing 
to bid pay the architect a deposit in return 
for a complete set of plans and specifications. 
They study the plans, figure cost of construc­
tion, add profit and overhead, and submit bids 
at the specified time and place. The owner 
opens and reads all bids and awards the con­
tract, usually to the lowest bidder.
This procedure may sound simple, but it is 
not. Competition is fierce and price cutting is 
prevalent in direct ratio to the scarcity of work 
in the area. All the subcontractors in the vicin­
ity will be phoning in bids, usually at the 
last possible moment so that their bids cannot 
be used as leverage on someone else. The 
estimator must evaluate all of them, choose 
those which best suit his purpose, add an esti­
mate of work to be done by his company’s 
crew, add profit and overhead, and submit a 
complete bid.
The conditions of the proposed contract 
must be carefully considered. Some contracts 
call for a penalty if work is not completed 
within the specified time. The builder must 
then decide whether to promise a finished 
building within sixty days, risking delays and 
penalties, or allow ninety days and risk losing 
the bid to someone who quotes seventy-five 
days. The estimator is a very important person 
—he can make or break a contractor.
After the contract is awarded the cost ac­
countant becomes one of the central figures 
because costs must be strongly controlled, ac­
curately recorded, and kept current so that 
remedial action can be taken right away if 
costs should run above estimates. If something 
unforeseen forces costs up and if the owner and 
architect are reasonable, it may be possible to 
have the contract price adjusted. But if they 
insist on sticking to the terms of the contract 
and the builder has done all he can to avoid, 
for example, an increase in the price of steel, 
he may have to “eat” some unreimbursed costs. 
Payment is made from draw sheets, as with 
custom homes, except that the owner holds 
back ten percent as surety for a satisfactory 
job. This is called retainage and is paid after 
the building has been occupied and the owner 
is completely satisfied.
In the area of heavy construction—highways, 
dams, bridges—a government agency is the 
customer, and an engineer is the architect. 
These jobs are bid with the profit percentage 
identified. The government knows the amount 
of costs and the amount of profit. The method 
of payment is the same, draw sheets showing 
percentage of completion. Retainage is held 
for a period of one year.
Repairs, Remodeling and Additions
This field may seem rather insignificant 
after the previous discussion, but this is not 
the case. Many firms do only this kind of build­
ing. If properly handled and scheduled, these 
jobs can be very profitable because the builder 
sets his own prices and terms. There is, how­
ever, an exception to this statement, namely 
repossessed FHA houses. They are often in 
need of repairs before they can be resold, and 
these repairs must be bid. For the diversified 
contractor this kind of work can take up the 
slack when the economy is not booming. This 
is important because a construction firm tries 
to keep its best men working as much as possi­
ble. Otherwise they find jobs elsewhere and 
are not available when needed.
Conclusion
Accounting for a construction business is 
similar in form and mechanics to accounting 
for other businesses but the terms and situa­
tions differ. The successful contractor must 
have flexible planning in order to take advan­
tage of the diverse methods of operating and 
financing. He must have fast and intelligent 
estimating to compete for bid awards. He must 
have canny purchasing to get the best buy in 
materials. And he must have accurate and 
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Recent Proposed & Amended Regulations
During the closing months of 1972, Con­
gress, preoccupied with the November elec­
tions and seasonal holidays, enacted no new 
major tax legislation. The Treasury, on the 
other hand, issued a plethora of amended and 
proposed regulations during the month of De­
cember. Highlights from several of these 
amendments and proposals are discussed be­
low.
Oral Statements in Support of T&E 
Expenses
The Treasury has amended its regulations to 
permit oral statements as acceptable evidence 
in substantiating travel and entertainment ex­
penses. (T.D. 7226 12/14/72.) Regulation 
1.274-5(c) (3) (i), as amended, reads “By his 
own statement, whether written or oral, con­
taining specific information in detail as to such 
element.” Prior to amendment, this paragraph 
contained the phrase “By his own statement in 
writing. . . .” The change in the regulations is 
probably the direct result of a Second Circuit 
Court decision which held that oral testimony 
will qualify if backed up by the required evi­
dence. (Harry G. LaForge v Com., 434 F. 
(2nd)370.) Dr. LaForge, a surgeon at Buffalo 
General Hospital, habitually paid for the 
lunches of his assisting residents and interns. 
The lunchroom cashier could not issue receipts 
but she did testify that the doctor regularly 
paid between $2.65 and $3.00 a day for his 
own lunch and those of his assistants. Dr. 
LaForge kept no written records of these ex­
penditures, but deducted $2.00 for each day 
he worked at the hospital as “entertainment” 
expenses on his tax return. The Treasury and 
the Tax Court disallowed this entire deduction 
for lack of records. The Second Circuit dis­
agreed and held that properly substantiated 
oral testimony may be sufficient to support 
T&E expenses.
It is preferable, of course, to have well docu­
mented evidence to substantiate travel and 
entertainment expenses. For the taxpayer who 
finds that he must rely on oral statements, how­
ever, the amendment to the regulations does 
allow some leeway.
Yearly Certification as to Partial 
Blindness
The Treasury has simplified the procedures 
for the claiming of an additional exemption by 
a taxpayer who, although not totally blind, 
meets the requirements for such additional ex­
emption. Previously, an eligible person was 
required to have annual examinations by an 
eye doctor or registered optometrist, and ob­
tain certified statements each year that his 
visual impairment continued to qualify him as 
blind within the provisions of Section 151(d). 
In order to obtain the additional deduction this 
certification had to be attached to every return 
in which the exemption was claimed.
The regulations have now been amended to 
eliminate the necessity of this annual examina­
tion and certification by the addition of new 
subparagraph 1.151-l(d) (4). This subpara­
graph provides in part that it “. . . may be ap­
plied where the individual for whom an exemp­
tion under section 151(d) is claimed is not 
totally blind, and in the certified opinion of an 
examining physician skilled in the diseases of 
the eye, there is no reasonable probability that 
the individual’s visual acuity will ever improve 
beyond the minimum standards. . . ” After the 
initial year in which a certified opinion is at­
tached to a return, the taxpayer will only be 
required to enclose a statement referring to 
the original document. He should, however, 
retain a copy of the certified opinion in his 
own records.
Disclosure of Information by 
Tax Return Preparers
The Treasury issued new proposed regula­
tions December 19, 1972 covering both the 
penalties for misuse of tax return information 
and the exceptions to the general ban on dis­
closures. The exceptions, if finally adopted as 
proposed, will cause considerably more paper 
work and record retention for the average tax 
return preparer.
Proposed regulation 301.7216-1 (a) provides 
in general that any tax return preparer or pro­
cessor who, on or after January 1, 1972, dis­
closes or uses any tax return information for 
other than preparing, assisting in the prepara­
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tion of or providing services relative to such 
tax return shall be guilty of a misdemeanor, 
and if convicted of such an act shall be sub­
ject to a fine of not more than $1,000 or no 
more than one year imprisonment, or both. 
Proposed regulation 301.7216-1(b) defines 
the meaning of the terms tax return, tax return 
preparer, tax return processor and tax return 
information. Information as defined in the 
regulation includes a taxpayer’s name, address 
and social security number. Possibly the restric­
tion on the use or disclosure of these data will 
prove to be a “blessing in disguise” if it limits 
the sale of names for mailing lists that result 
in so much unsolicited bulk mail advertising.
Proposed regulation 301.7216-2 describes 
the disclosures that may be made without the 
consent of the taxpayer. In general these are 
either pursuant to other provisions of the Code 
allowing for revenue agents examinations, etc., 
or court orders and proceedings, or the gener­
ally accepted flow of information between a 
tax attorney or a tax accountant and his client 
relative to other legal or financial matters. The 
information may also be used between a pre­
parer and a processor for the purpose of 
preparing a return by electronic or other pro­
cessing device, and in addition disclosure is 
allowed for the preparation of State tax returns.
Proposed regulation 301.7216-3 provides for 
disclosure or use of taxpayer information with 
consent of the taxpayer in the following limited 
situations:
1. Solicitation of other business—The illus­
tration in the regulations indicates for 
example that if a firm of certified public 
accountants prepares a return for a tax­
payer and wishes to make this informa­
tion available to its management services 
in order to solicit additional business 
from the client, the tax partner responsi­
ble for the return must first obtain writ­
ten consent from the taxpayer not later 
than the time the return is received by 
the client. If the request is not granted 
no followup request may be made.
2. Disclosures to third parties—In order for 
disclosures to be permissible, consent 
must be received in proper written form 
from the client-taxpayer.
3. Use of information in connection with 
another person’s return—Again, written 
consent must be received from the first 
taxpayer before any tax return informa­
tion may be used in connection with an­
other taxpayer’s return, even though it 
may be a tax-related transaction such as 
alimony payments or an allocation of in­
come and expenses between taxpayers 
under Section 482.
It is suggested that a complete file of writ­
ten consents should be maintained by tax re­
turn preparers as protection against any future 
trouble.
Salary Reduction Agreements— 
Employee Benefit Plans
The Treasury, after taking a long look at 
some questionable employer funding of quali­
fied employee benefit plans, has proposed 
regulation changes in an effort to prevent 
further indirect employee contributions from 
being classified as tax-deferred employer con­
tributions. (Proposed regulations 1.402 (a)-1, 
Qualified Employees Trusts; 1.403(a)-1, Qual­
ified Annuity Plans; 1.405-3, Qualified Bond 
Purchase Plans.) An employee is taxed on his 
own contributions to a benefit plan, whether 
required or voluntary, but is not taxed on 
amounts contributed by his employer until 
received as distributions. In order to provide 
employees with more tax deferred earnings, 
employers have been offering to reduce wages 
by mutual agreement and contribute the reduc­
tions to employees’ accounts in qualified bene­
fit plans. In a typical situation, an employee 
earning $20,000 annually would agree in writ­
ing to a 10% reduction in salary with the pro­
vision that his employer would pay $2,000 to 
his account in a qualified plan. This would 
enable the employee to defer tax on $2,000 of 
his present earnings and also allow the em­
ployer a business deduction for current tax 
purposes.
Proposed regulation 1.402(a)-1 provides in 
part that “Whether a contribution to an exempt 
trust is made by the employer or the employee 
must be determined on the basis of the par­
ticular facts and circumstances of the indi­
vidual case. An amount contributed to an 
exempt trust will ... be considered to have 
been contributed by the employee if at his 
individual option such amount was so con­
tributed in return for a reduction in his basic 
or regular compensation or in lieu of an in­
crease in such compensation.” This provision 
will not apply to an amount paid in a taxable 
year of the employee ending prior to January 
1, 1972 or at any time prior to December 6, 
1972 if the employee has relied on a ruling by 
the Commissioner that such amount will be 
treated as the employer’s contribution.
The IRS has announced publication of a 
tentative unnumbered Revenue Ruling (TIR- 
1217) illustrating the application of the pro­
posed regulations concerning income tax treat­
ment of amounts contributed to qualified trusts 
forming part of stock bonus, pension or profit- 
sharing plans as a result of certain salary re­
duction agreements.
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Illegal Bribes, Kickbacks, Fines and 
Penalties
The Treasury has released proposed regula­
tions and amendments to regulations under 
Sections 162, 212 and 471 on the deductibility 
of illegal bribes, kickbacks, fines and penalties. 
(Published in Federal Register 12/6/72.) The 
proposals reflect the law changes resulting from 
the Tax Reform Act of 1969 as further amend­
ed and restricted by the 1971 Revenue Act. 
Certain proposed regulations originally re­
leased in May of 1971 have now been super­
seded.
The regulations on illegal bribes and kick- 
backs provide generally that no deduction is 
allowed for illegal payments to government 
officers (federal, state or local), or for pay­
ments to an official of a foreign government if 
such payments would be illegal under U.S. law 
(Proposed regulation 1.162-18 (a) (1)). If the 
payment is made illegal by State law, proposed 
regulation 1.162-18(b) (1) provides that the 
law must be generally enforced for these rules 
to apply. The Service under proposed regula­
tion 1.162-18(b) (3) has interpreted “generally 
enforced” to mean that the State law will be 
considered enforced unless it is never enforced 
or only enforced against infamous persons or 
in cases of extraordinarily flagrant violations. 
(Since a single “normal” enforcement would 
hardly seem to meet the definition of “gener­
ally” this proposal appears somewhat contrary 
to the intent of the law.)
Of particular interest to the medical pro­
fession is proposed regulation 1.162-18(c) 
covering kickbacks, rebates and bribes under 
Medicare and Medicaid. This proposal in es­
sence states that no deduction will be allowed 
for any payment of this nature, whether or not 
illegal, made on or after 12/10/71 if it is or 
may be paid in connection with either Medi­
care or Medicaid. The final sentence of the 
regulation says “For purposes of this para­
graph a kickback includes a payment in con­
sideration of the referral of a client, patient, or 
customer.” If adopted, this regulation will 
negate what has been common and accepted 
practice among many physicians.
Proposed regulation 1.162-21 deals with the 
deductibility of fines and penalties. Generally 
these are not allowed as business deductions if 
paid to the government of the United States, 
a state, the government of a foreign country, 
or a political subdivision of or other entity 
serving as an instrumentality of, any of the 
above. Legal fees and related expenses paid 
or incurred in defense of a prosecution arising 
from a violation of the law imposing the fine 
or penalty are deductible, as are assessments, 
that are more in the nature of late charges or 
interest charges than fines. For example, a so- 
called penalty imposed with respect to the late 
payment of a State tax, without regard to 
whether the delay in payment was for reason­
able causes, would be a legitimate business 
deduction.
Section 1.212-1 has been amended by the 
proposed addition of a new paragraph (p) 
which provides that a deduction will be dis­
allowed (as an expense for the production of 
income) if the payment is of a type that would 
be disallowed under sections 162(c), (f) or 
(g) and the regulations thereunder in the case 
of a business expense. A similar proposed 
change which precludes the use of fines and 
penalties in inventory pricing has been added 
to regulation 1.471-3 covering the costing of 
inventories.
Since many of the regulations discussed 
above are presently in proposed form only, the 
reader may find that the provisions have been 
altered prior to the publication of this column.
ACCOUNTANTS/AUD1TORS
Ætna Life & Casualty has openings in its 
Hartford, Connecticut corporate headquar­
ters for a variety of accountants/auditors.
Openings vary from trainee positions with 
little or no experience required, to those 
requiring a CPA with several years of ex­
perience with large affiliated accounts. In 
addition, there are several openings requir­
ing only 1-2 years of practical corporate 
accounting experience or “Big 8’’ audit 
experience.
Most openings require little or no travel, but 
some require up to 40%. Starting salaries 
range from $9,000 for trainee slots to 
$18,000 for those requiring CPA.
If you are interested in a career with a grow­
ing, diversified financial services organiza­
tion, send a written resume, giving details 
of education and employment history, salary 
requirements and amount of travel desired 
to: Elma W. Canfield, Personnel Recruiter, 
Ætna Life & Casualty, 151 Farmington Ave., 
Hartford, Conn. 06115. An equal opportunity 
employer. M/F




Current Studies and Concepts
MARGARET L. BAILEY, CPA, Special Editor 
Wheat Ridge, Colorado
Historical Accounting— 
About To Be Buried?
Practically all records are maintained in the 
United States today on the historical account­
ing method and the financial statements are 
also based on that method. Therefore reports 
are based on the actual dollars spent or re­
ceived without regard to the period of time in 
which the transaction occurred. It now appears 
that such record keeping, or at least such re­
porting, may soon come to an end.
At the annual meeting of the members of 
the American Institute of Certified Public Ac­
countants in Denver last fall this editor heard 
various speakers make comments such as the 
following:
“It is no longer a question of ‘if but a 
question of ‘when’ we will be required to 
use fair value—and by this I do not mean 
price level adjustments.”
“In the near future the SEC will require 
that some forecasts be included along with 
historical statements. And it is quite pos­
sible that CPAs will be required to investi­
gate and report on these forecasts. This 
report may take the position of whether 
management has used due care and con­
sideration instead of whether the estima­
tions made are reasonable.”
“Direct valuation will soon replace histori­
cal accounting when reporting on long­
term investments, leases, deferred expenses, 
and even inventories.”
Although not too much discussion about 
such methods as direct valuation, fair value, 
current value, or price level adjustments has 
been noted in the recent accounting literature, 
there is apparently a great deal of considera­
tion being given to such methods in the col­
leges and in meetings which accountants 
attend.
It seems to be the current fad to be critical 
of historical reporting and the critics have 
come up with many different terms to describe 
something which will give “relevancy” or 
“meaning” to reports. No modem accountant 
would have to spend much time to recall an 
instance where his carefully prepared state­
ments have received little more than a glance 
and a remark to the effect that “those are very 
nice, but they have little bearing on the present 
situation.” Such comments from those who use 
financial reports are heard most frequently, 
perhaps, when the purchase or sale of a busi­
ness is contemplated or when commercial 
loans are desired, or even when estate taxes 
are under consideration. Many have had a 
helpless feeling when asked directly about the 
“real worth” of a business or the price that 
should be placed on an entity about to be sold. 
Perhaps no single set of financial statements 
will ever be able to solve these problems, but 
there is much that could be done even today 
to help.
Proposals about “price-level adjustments,” 
“current value,” “fair value,” “direct valuation,” 
and others have left confusion as to whether 
there are really as many different methods be­
ing proposed as there are titles—or if some of 
the ideas may be nearly identical but are re­
ferred to by a variety of titles. Does “current 
value” have the same implication as “direct 
value”? Does it mean the same thing as does 
“price-level adjustment”? One author, Paul 
Rosenfield, CPA, discussed this confusion be­
tween these two terms in the October issue of 
the Journal of Accountancy in the article “The 
Confusion between General Price-Level Re­
statement and Current Value Accounting.” 
Whether others using these same terms have 
the same concept in mind is not known, or 
even if most scholars would agree with the 
concept of those terms as expressed in that 
article. But this editor would agree with the 
author that most readers (and probably quite 
a few of the writers) are confused and may be 
surprised to learn that general price-level re­
statement and current value accounting are not 
synonymous. The author pointed out that the 
basic difference between these two accounting 
methods is great and he provided a demonstra­
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tion on how both principles could be used in 
one set of statements. This editor would urge 
that those not familiar with these terms should 
study the article by Mr. Rosenfield.
It would also be most welcome to have more 
articles describing the various terms of pro­
posed methods of accounting along with de­
scriptions of the effect they might have on 
balance sheets and income statements. It 
would be interesting to hear of the expected 
advantages or disadvantages these methods 
might have over historical accounting. Let us 
be eager to accept something new which will 
be an improvement over past recording and 
reporting methods. But let us not toss out the 
old until we are reasonably sure that the new 
is a definite improvement.
APB Opinions
Three APB Opinions were approved and 
published recently. All of these opinions were 
discussed in previous issues and the final 
opinions have no material revision from their 
exposure drafts. These are:
APB No. 25 EMPLOYEE STOCK COM­
PENSATION which was cov­
ered in the September 1972 
issue.
APB No. 26 EARLY EXTINGUISH­
MENT OF DEBT which was 
discussed in the November 
1972 issue.
APB No. 27 MANUFACTURER OR 
DEALER LESSORS which 
was also considered in the 
November 1972 issue.
Since the effective date for all three of these 
opinions is January 1, 1973, all accountants 
should be familiar with their provisions and 
make sure that their own statements are in 
compliance with those provisions.
APB Exposure Drafts
“Accounting for Nonmonetary Transactions,” 
“Interim Financial Statements,” and “Extra­
ordinary Items” are the subjects of three more 
exposure drafts issued by the Accounting Prin­
ciples Board (APB) of the American Institute 
of Certified Public Accountants. The APB 
hopes to have the final opinions published by 
the end of March.
The first of these exposure drafts reinforces 
what was said above about the trend away 
from historical accounting and towards fair 
values.” Included in the nonmonetary transac­
tions which should be recorded at fair value 
are dividends to stockholders in assets other 
than cash and trade-ins of assets.
The second exposure draft states that the 
same accounting principles used in the last 
annual statements should be used for interim 
financial reports. The income tax rate which is 
expected to apply for the full year’s income is 
also to be used for the interim statements. Any 
transaction which will be reported as an ex­
traordinary item on the annual statement 
should also be reported as extraordinary in the 
interim period. Further, transactions that are 
material in amount and which are unusual in 
nature but which do not qualify as “extraor­
dinary” should be reported separately in both 
interim statements and annual statements. 
Other minimum disclosure standards are also 
set forth in this exposure draft.
The exposure draft on “Extraordinary Items” 
would provide more helpful criteria in deter­
mining whether an item should be reported as 
extraordinary. To be reported as such, it should 
be both:
A) unrelated to the normal activities of the 
company, and
B) of such a nature that it is not expected 
to recur in the foreseeable future.
Transactions or events which are material in 
amount and which are unusual but which do 
not qualify as extraordinary should be disclosed 
separately on the financial statements.
SAP Codification
It is expected that a codification of all state­
ments on Auditing Procedure from No. 33 
through No. 54 will be prepared and published 
in the near future. The purpose is to reorganize 
the material into a more usable format for the 
accountant. Since all of these Statements have 
been published in the last few years, and since 
the more recent ones issued revise or modify 
some of the earlier ones, it should be most 
helpful to accountants to have the codification. 
As an example, the last three Statements issued 
(No. 52, 53, and 54) make some of the pro­
visions of Statements 33 and 49 obsolete. A 
codification should eliminate the need to ex­
amine all later Statements to make sure that 
the information in the Statement being read is 




DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
Objectives of Financial Statements for 
Business Enterprises, Arthur Andersen & 
Co.; 1972, soft cover, 130 pages (available 
only through Arthur Andersen & Co. offices)
As accounting opinions multiply and prac­
tices vary, it is the privilege of one of the big­
eight public accounting firms to propose some 
guidelines. The proposal is frankly partisan, 
championing certain accounting theories over 
others, but that is the prerogative of a re­
spected firm of practitioners. Moreover, the 
polemics are practical, and by analysis of con­
tending theories before selecting a preference 
the book observes the Andersen-Spacek tra­
dition of “fairness”. Best of all, it is easy to 
read.
The basic tenets expanded through various 
accounting situations are:
1. financial statements should be regarded 
primarily as serving as a basis for de­
cisions relating to the future and,
2. the accounting function should be seg­
regated and kept apart from the in­
vestor function.
The second of these is in clear opposition 
to current pressures for forecasts from the ac­
counting profession. The future valuation of a 
company “is simply not a function of account­
ing but is a function to be performed by the 
investor. Otherwise accountants and not in­
vestors would be entitled to the profits from 
risk taking.”
The chapter on forecasting also points out 
the distinction between published goals of 
operation by the company for forthcoming 
years, and forecasts. The goal is understand­
able to all as simply a target, while the fore­
cast may be interpreted by some investors as 
having a connotation of authoritative, scien­
tific conclusions about the future.
The capstone to the objectives of financial 
statements, in Arthur Andersen & Co. opinion, 
is that statements should provide the basis for 
making choices, and “the principal point is that 
in solving problems accountants should try to 
achieve solutions that are coordinated under a 
common plan.”
Constance T. Barcelona 
The Camargo Club
The Accounting Sampler, Second Edition, 
Thomas J. Burns and Harvey S. Hendrickson; 
McGraw-Hill Book Company, New York, N.Y., 
1972; 483 pages, $4.95 (paper-back).
The second edition of this collection of read­
ings is much larger than the first, consisting of 
102 separate items compared with 35 in the 
first edition. It is also substantially different 
since only 13 of the items from the first edition 
appear in the second.
The readings are divided into seven sections: 
(1) The Accounting Environment, (2) The 
Accounting Model, (3) Valuation in Account­
ing, (4) Management Planning and Control, 
(5) The Contemporary Scene: Some Issues 
and Controversies, (6) Financial Statements 
and Their Users, and (7) The New Account­
ing.
The first section contains articles concerning 
the accounting profession, the historical de­
velopment of accounting, the American Ac­
counting Association, and the American Insti­
tute of Certified Public Accountants.
The second and third sections deal with 
theoretical concepts in accounting, such as 
revenue and expense, the nature of assets, the 
accounting entity, valuation of assets, and de­
preciation concepts.
The fourth and fifth sections include discus­
sions of some current topics, such as variable 
costing, program budgeting, accounting for 
leases, pension plans, income tax allocation, 
and human-resource accounting.
Section six provides a closer look at the use­
fulness of financial statements to stockholders, 
bankers, financial analysts, labor, and others. 
The last section depicts the changing role of 
accountants in the future.
The readings vary considerably in length 
and nature. Some require previous knowledge 
of accounting concepts to be understood by the 
reader, whereas others do not. Interspersed 
among the more serious articles are several 
hilarious items, such as “The Folly Called Ab­
sorption Costing” and “The King Who 
Changed Radically”. Many distinguished ac­
counting scholars are represented, including 
several from other countries.
As with the first edition, the authors recom­
mend the use of the book as a supplement for 
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the first accounting course at either the gradu­
ate or undergraduate level to provide exposure 
to contemporary topics in accounting not cov­
ered in elementary textbooks. Many accoun­
tants in the field will also find it beneficial and 
interesting.
Doris M. Cook, CPA 
Professor of Accounting 
University of Arkansas
“MAS and Audit Independence: An Image 
Problem,” Ronald V. Hartley and Timothy 
L. Ross, Journal of Accountancy, Vol. 134, 
No. 5, November 1972.
Drs. Hartley and Ross, professors of quanti­
tative analysis and control, have taken samples 
from the populations of Certified Public Ac­
countants (CPAs), Chartered Financial Ana­
lysts (CFAs), and Financial Executives and 
collected opinions from them on the relation­
ship between Management Advisory Services 
(MAS) and auditing.
One question asked, not surprisingly, “To 
what extent do you feel that CPAs’ performance 
of MAS affects their independence for audit 
purposes? (Assume that the MAS work is for 
an audit client).” Of the CFAs, 76.9% felt 
that independence was decreased, whereas 
only 36.9% of the CPAs and 47.4% of the finan­
cial executives thought so. Another question 
pinpointed responses of the effect some other 
variables, such as CPAs being paid by the 
client they audit and flexible accounting treat­
ments, have on audit independence.
Although the tables showing the results of 
the poll are not always easily readable, the 
responses are interesting and the problem ad­
dressed is current. This view of other people’s 
opinions makes for a worthwhile half hour’s 
reading.
James R. Alexander 
Graduate Student, 
Memphis State University
Getting Acquainted with Accounting, John 
L. Carey; Houghton Mifflin Company, Boston, 
Massachusetts, 1973; 156 pages, $3.50 (paper­
back).
In ten well-written chapters Mr. Carey does 
indeed provide a broad overview of accounting 
in all its phases, to fulfill his stated purpose. Al­
though the book is primarily intended to pre­
cede, or to accompany, an introductory ac­
counting textbook in the classroom, it can also 
provide “a quick look at what accounting is 
all about” to others who may wish to know 
something about accounting. Certainly the 
book should be of interest to those who work 
with accounting careers groups as an excellent 
source of background material. The last three 
chapters are devoted to the attainment of pro­
fessional status, the outlook for the future, and 
careers in professional accounting.
At the outset Mr. Carey explains how ac­
counting fits into our environment and how it 
evolved to meet the needs of contemporary so­
ciety. His discussion of financial reporting and 
the development of accounting principles to 
the current Financial Accounting Foundation 
and Financial Accounting Standards Board is 
especially good.
In addition, Mr. Carey traces the evolution, 
present state, and future projections of audit­
ing, managerial accounting and income tax 
accounting. The bibliography should be of 
especial interest to those who may wish to make 
individual chapters the subject of discussion in 
particular groups.
Dorothy Brandon, CPA 
East Carolina University
“New Complications Added by 1250 De­
preciation Recapture Regulations,” Isadore 
Cassuto and Alan R. Bialeck, Journal of Tax­
ation, Vol. 37, No. 5, November 1972.
For anyone who has had the misfortune of 
struggling through the 1250 depreciation re­
capture provisions, this excellent little article is 
a must. The authors give a very concise, but 
complete, review of the provisions and then 
proceed to raise several pertinent and compli­
cated questions.
In several areas the statutes are silent; the 
regulations have attempted to cover these 
areas but without much success. Two such 
areas that the authors examined and proposed 
solutions for are: a change in character of 1250 
property (from commercial to residential rental 
property, for example) and the treatment of 
deficit additional depreciation where a charac­
ter change had occurred. Such a situation re­
sults in a “layering” between use years as well 
as the layering required for pre-1970 and post- 
1969 depreciation years. An example is given 
which shows how different recapture amounts 
can be obtained, given the same set of facts.
In addition to being well written and under­
standable, the careful referencing is a delight 
to one who must do tax research. This reviewer 
would recommend the article to novices as 
well as seasoned tax researchers.
Dr. Patrica C. Elliott, CPA 
University of Texas at Arlington
